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T
he I n t er nat i onal  Monet ar y
Fund has  t hr ee i m por t ant
r ol es i n i nt er nat i onal  fi nan-
c i al  cr i ses . The fi r st  i s  t o
hel p count r i es t o f ashi on pr o-

gr ams t o r est or e cur r ency and mar -
ket  st abi l i t y . The second, under
cer t ai n ci r cumst ances at  l east , i s
as a l ender  of  l ast  r esor t . The t hi r d
i s as a r al l i er  of  ot her s i n suppor t
of  act i ons necessar y t o end t he cr i -
si s. The IMF i s f ar  f r om per f ect  i n
det er mi ni ng t he condi t i ons r equi r ed
f or  count r i es t o get  out  of  di f f i cul -
t i es. But  i t  i s f ar  bet t er  at  doi ng so
t han any s i ngl e gover nment —and
even i f  i t  w er en’ t , no si ngl e gover n-
ment  w oul d w ant  t hat  j ob, f or  ver y
good pol i t i cal  r easons.

To t hose w ho w ant  t he IMF t o st ay

Robert  D. Hormat s, of  Goldman, Sachs, and Co., Lawrence
B. Lindsey, of  t he American Ent erprise Inst it ut e, and Barry
Boswort h, of  Brookings, discussed t he role of  t he IMF in
t he Asian f inancial crisis at  a Nat ional Issues Forum at
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out  of  t he busi ness of  man-
agi ng i nt er nat i onal  fi nanci al
cr i ses and “ l et  t he mar ket  do
i t ,”  my r esponse i s “ Yes, t he
mar ket  can do i t —but  at  w hat
pai n,w hat  soci al  di scont ent
and pol i t i cal  i nst abi l i t y, and
w hat  cont agi on w or l dw i de?”  I t  si mpl y i s
not  w or t h t he hi gh cost  and hi gh gl obal ,
syst emi c r i sk.

Havi ng sai d t hat  I  t hi nk t he IMF does
have a r ol e, l et  me add t hat  I  al so t hi nk
t hat  i t  can sur el y i mpr ove i t s per f or -
mance i n t hat  r ol e.

Changes i n t he i nt er nat i onal  envi r on-
ment  have made i t  much har der  f or  t he
IMF t o per f or m i t s t r adi t i onal  r ol e. The
i nf i ow  of  capi t al  i nt o i ndi vi dual  coun-
t r i es has soar ed. The r at i o of  pr i vat e
capi t al  t o t he r esour ces t hat  t he IMF has
at  hand i s now  enor mous. Up agai nst  t he
huge shor t - t er m money f i ow s and t he
pot ent i al  t hey car r y of  exodus, t he IMF’s
abi l i t y t o suppl y capi t al  has di mi ni shed
consi der abl y.

Ther e ar e t hr ee r easons f or  t he mar ket
gr eat er  f i ow s. One i s  t echnol ogy, t he
abi l i t y t o move l ar ge amount s of  money
acr oss bor der s ver y qui ckl y. A second i s
demogr aphy. Baby boomer s ar e savi ng
vast  amount s of  money f or  r et i r ement ,
and t hei r  pensi on savi ng has l ed t o a
gr eat er  i nst i t ut i onal i zat i on of  f unds.
And t he t hi r d r eason f or  t he i ncr eased
capi t al  f i ow s i s  t he gr ow t h of  hedge
f unds. When t hese f unds see pr obl ems,
t hey exi t  qui ckl y, gr eat l y i ncr easi ng t he
vol at i l i t y of  capi t al . Nat ur al l y, al l  t hese
devel opment s necessar i l y her al d change
i n t he IMF’s r ol e.

What ever  one t hi nks about  t he or i gi n of
t he Asi an fi nanci al  cr i si s, t w o i mpor t ant
aspect s of  t he cr i si s w er e t he mi spr i c-
i ng of  r i s k—t he exc es s i ve opt i m i s m
behi nd al l  t hat  money goi ng i nt o Asi a—
and t he excessi ve confi dence t hat  t he
exchange r at es w er e st abl e or  guar an-
t eed t o a degr ee by gover nment s. That
myt h, of  cour se, w as punct ur ed by t he
col l apse of  t he Thai  baht .

Anot her  i mpor t ant  aspect  of  t he cr i si s
w as t hat  t he i ncr ease i n f i ow s i nt o t he

banki ng syst ems i n Asi a w as
not  accompani ed by an i ncr ease
i n t he abi l i t y t o j udge cr edi t
r i sk—t o j udge w her e t he money
ought  t o go. The l ack of  exper -
t i se i n j udgi ng cr edi t  r i sk l ed
t o l ar ge st r uct ur al  i mbal ances

i n commer ci al  r eal  est at e and i n cer t ai n
cases i n i ndust r y.

Now , w hat  do al l  t hese devel opment s
suggest  w i t h r egar d t o changes i n t he
r ol e of  t he IMF? I  w oul d poi nt  out  t hr ee
w ays. Fi r st , t he IMF shoul d be i nsi st i ng
on i mpr oved di scl osur e—not  j ust  gover n-
ment  account i ng, but  di scl osur e of  pr i -
vat e- sect or  bor r ow i ng, especi al l y pr i -
vat e over seas bor r ow i ng—cor por at e and
pr i v at e bank i ng c om bi ned. The goal
shoul d be t o encour age count r i es t o move
f r om w hat  I  cal l  “ i nsi der  capi t al i sm”  t o
“ account abi l i t y capi t al i sm.”  Mar ket s ar e
goi ng t o i nsi st  on gr eat er  account abi l i t y.
I f  t hey don’ t  get  i t , t hey’ r e goi ng t o mi s-
pr i ce r i sk, ei t her  on t he upsi de or  t he
dow nsi de. Much pr ogr ess has been made
si nce t he 1995 Mexi can cr i si s, but  mor e
i s r equi r ed.

Second, t he IMF shoul d i nsi st  on a mor e
act i ve di al ogue w i t h t he br oad pr i vat e
sect or —banks, mut ual  f unds, al l  t he peo-
pl e w ho ar e movi ng money ar ound. Such a
di al ogue w oul d hel p t o i dent i f y r i sk and
t o shar e per cept i ons about  t he mar ket .

And t hi r d, t he IMF shoul d i ncr ease i t s
gener al  super vi sor y r ol e. I t  shoul d i nsi st
t hat  i ndi vi dual  count r i es i mpr ove super -
v i s i on and r egul at i on of  t hei r  ow n
domest i c  bank i ng sys t ems. Domest i c
banki ng defi ci enci es caused many of  t he
pr obl ems i n Asi a and exacer bat ed ot her s.
The i mpr ovement  i n banki ng gui del i nes
shoul d be under t aken t hr ough t he Bank
f or  I nt er nat i onal  Set t l ement . The BIS has
al r eady come up w i t h capi t al  adequacy
r equi r ement s f or  banks of  t he i ndust r i -
al i zed G- 10  count r i es. I t  shoul d al so
subj ect  emer gi ng count r i es t o gui del i nes
t hat  appl y t o bank over seas exposur e,
par t i cul ar l y shor t - t er m exposur e r el a-
t i ve t o l ong- t er m exposur e.

Sever al  poi nt s i n cl osi ng. The st r uc-
t ur al  i ssues t hat  t he IMF and t he BIS
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ought  t o deal  w i t h ar e not  t he t r adi t i onal
I MF macr oeconomi c i ssues, but  r at her
changes i n cor por at e gover nance, i nvest -
ment  r egi mes , and t r ade and bank i ng
r egi mes. But  i s i t  appr opr i at e f or  t he IMF
t o be i nvol ved i n such domest i c i ssues?
Cer t ai nl y t he IMF shoul d make cl ear  w hy
i t  i s ur gi ng changes i n t hese ar eas t o
avoi d appear i ng ar bi t r ar y. I t  shoul d al so
demonst r at e w hy such changes ar e nec-
essar y t o pr omot e fi nanci al  and cur r ency
st abi l i t y. Wi t hout  st r ong domest i c sup-
por t , any r ef or ms engi neer ed by t he IMF
w i l l  not  l ast . Ther e i s a gr eat  pot ent i al
f or  backl ash, f or  count r i es backi ng aw ay
f r om r ef or ms.

Fi nal l y, t her e i s a need f or  democr at i c
account abi l i t y. I t  i s ext r emel y i mpor t ant
now  f or  t he i ndust r i al i zed count r i es t o
conduct  a much mor e open di al ogue about
t he r ol e of  t he IMF and w hy i t  i s i mpor -
t ant . Not  l ong ago i t  w as not  di f fi cul t  f or
a U.S. pr esi dent i al  admi ni st r at i on t o get
Congr ess t o appr ove spendi ng f or  t he IMF.
I t  w as a mat t er  of  sendi ng t he exper t s t o
t es t i f y  bef or e a f ew  commi t t ees  t o
expl ai n w hy t he IMF w as needed. Most
member s of  Congr ess w oul d j ust  go al ong
w i t h t he admi ni st r at i on. I t  w asn’ t  a vi s-
cer al  i ssue t hen. Now  i t  i s—because t he
IMF r ai ses quest i ons about  gl obal i zat i on,
about  w hy w e shoul d be hel pi ng count r i es
t hat  do not  make t he domest i c changes
w e w ant  or  enact  t he pol i ci es t hat  w e
pr ef er .

We need an act i ve di al ogue i n our  ow n
count r y about  w hy i t ’s i n our  ow n i nt er -
est  t o pr ovi de suppor t  f or  t he IMF, t he
Wor l d Bank, and ot her  such i nst i t ut i ons.
We al so need t o conduct  t he same di a-
l ogue  i n  em er g i ng  c ount r i es . I t ’ s
ext r emel y i mpor t ant  t o gat her  subst an-
t i al  publ i c suppor t  f or  pr ogr ams t he IMF
i s i nsi st i ng t hat  ot her  count r i es under -
t ake, par t i cul ar l y i n democr at i c  coun-
t r i es.

I n shor t , t he IMF can pl ay, has pl ayed,
and i s pl ayi ng an i mpor t ant  w or l d fi nan-
ci al  r ol e. Cer t ai nl y, i n t he cur r ent  fi nan-
c i al  envi r onment , changes ar e needed.
The r ol e of  t he IMF i s al r eady bei ng eval -
uat ed, as i t  shoul d be—i n Congr ess, i n t he
admi ni st r at i on, and i n t he IMF i t sel f . I f
t he IMF i s goi ng t o do t he j ob i t ’s sup-
posed t o do i n t hi s dr amat i cal l y changed

i nt er nat i onal  fi nanc i al  env i r onm ent ,
i mpr ovement s ar e essent i al . But  t he cen-
t r al i t y of  t he IMF’s mi ssi on and t he vi t al
r ol e i t  pl ays i n t he i nt er nat i onal  mone-
t ar y syst em ar gue f or  st r ong U.S. sup-
por t .
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T
he i nt er nat i onal  syst em set  up
af t er  Wor l d War  I I  w as appr opr i -
at e f or  t hat  er a. But  now  i t  i s t i me
t o move f r om an i nt er nat i onal
( “ bet w een nat i ons” )  w or l d t o a

gl obal  one. The pr obl em t oday i s t hat  w e
have an economi c syst em w her e confl i ct
bet w een cr edi t or  A and debt or  B i mmedi -
at el y becomes an i nt er nat i onal  confl i ct .
I t  shoul dn’ t .

Bob Hor mat s and I  agr ee t hat  t he Asi an
cr i si s i s l ar gel y a banki ng cr i si s. But
unl i ke Bob, I  don’ t  t hi nk t hi s i s anyt hi ng
new . I t ’s t he w ay syst ems w or k. Banki ng
cr i ses and economi c cycl es ar e dr i ven by
f ear  and gr eed. Som eone d i s c ov er s
Bangkok i s a gr eat  pl ace t o open a f act o-
r y. Labor  t her e i s cheap. So peopl e st ar t
openi ng f ac t or i es  t her e. Mor e peopl e
come i n. Then w e di scover  t hat  r eal
est at e pr i ces ar e r i si ng because ever y-
one’s openi ng f act or i es. Soon w e di scov-
er  w e need of f i ce bui l di ngs t her e—f or  al l
t he l aw yer s. So commer ci al  r eal  est at e
pr i c es  r i s e . T hen  m oney  m ov es  i n
because commer ci al  r eal  est at e pr i ces
ar e r i si ng. Hey! Not  onl y i s Bangkok a
good pl ace t o bui l d a f act or y, i t ’s a good
pl ace t o i nv es t  i n c omm er c i al  r eal
est at e. Thi s i s not  a st or y t hat  shoul d be
unf ami l i ar  t o any Amer i can, par t i cul ar l y
any Amer i can bank r egul at or . Whet her

i t ’s Texas i n 1986 or  New  Engl and i n
1989, t he st or y i s t he same.

I f  t he Asi an cr i si s i s a banki ng cr i si s,
w hat  set s i t  apar t  f r om ear l i er  banki ng
cr i ses i s t hat  w e di d not  have i n pl ace
t he i nst i t ut i ons necessar y t o handl e t he
dow nt ur n cycl e of  a banki ng cr i si s. Ther e
w as no w ay t o deal  w i t h debt  t hat  w ent
i nt o def aul t . Unt i l  t hi s past  Januar y, i t
w as  i l l egal  f or  f or ei gner s  t o have a
maj or  equi t y st ake i n a Kor ean busi ness.
Nor  w as t her e a r eal  bankr upt cy st at ut e
i n any of  t hese count r i es. But  even i f
t her e had been, one of  t he key el ement s
of  bankr upt cy i s t hat  t he l ender  t akes
equi t y possessi on of  t he pr oper t y once
t he bor r ow er  can no l onger  pay. Wel l , i f
you can’ t  ow n t he pr oper t y, you can’ t
have a bankr upt cy. So one of  t he i mpor -
t ant  di f f er ences bet w een t hi s banki ng
cr i si s and ear l i er  ones i s t hat  t he f unda-
ment al  i nst i t ut i ons of  capi t al i sm t hat
move t he r eal  asset s—commer ci al  r eal
est at e, f act or i es, w hat ever —f r om bank-
r upt  hands t o st r ong f i nanci al  hands t hat
can r un t hem w er e si mpl y not  i n pl ace.

I  don’ t  mean t o say t hat  t he t w o ar e
qui t e compar abl e, but  I  w oul d ur ge you t o
r emember  Texas i n 1986. Vi r t ual l y al l
t he maj or  banks i n t he st at e w ent  bust .
Ei ght  ar e now  ow ned by f or ei gner s, or
w hat  Texans w oul d consi der  f or ei gner s—
Nor t h Car ol i ni ans and New  Yor ker s. The
bankr upt cy  pr ocess  w as  devas t at i ng.
Thousands of  ver y w eal t hy Texans w ent
bankr upt . But  t he bankr upt ci es ar e par t
of  t he pr ocess, a w ay t o keep pr oduct i ve
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asset s i n oper at i on, t o move t hem f r om
w eak t o st r ong fi nanci al  hands.

Now  t o r et ur n t o i nt er nat i onal i sm vs.
gl obal i sm. The w or l d I  w ant  t o see i n t he
21st  cent ur y i s one w her e a ci t i zen of
any count r y can t ake an equi t y st ake i n
an i nvest ment  i n any ot her  count y, any
ot her  count r y, i t  doesn’ t  mat t er  w hi ch.
Si mi l ar l y, I  bel i eve i n a w or l d w her e any
ci t i zen i n any count r y can l end money t o
a company i n any ot her  count y, and i f  t he
bor r ow er  can’ t  pay i t  back, t her e exi st s
some ar r angement  by w hi ch i t  can be
w or ked out  w i t hout  becomi ng an i nt er na-
t i onal  cr i si s. That ’s t he 21st  cent ur y w e
shoul d al l  be w or ki ng f or .

The IMF i s not  desi gned f or  t hat  ki nd of
w or l d. My w or l d i s  a w or l d of  smal l
cr i ses, i ndi vi dual  bankr upt ci es, i ndi vi d-
ual  pur chases of  one company by anot her ,
changi ng hands  of  smal l  asset s ,  not
nat i onal  cr i ses. The IMF i s st r uct ur ed and
w i l l  al w ays be st r uct ur ed as an i nt er na-
t i onal , not  a gl obal , i nst i t ut i on. I t  i s
composed of  member  s t at es . Member
st at es ar e shar ehol der s. Member  st at es
nomi nat e t he boar d of  di r ec t or s. And
member  st at es w i l l  ac t  l i ke member
st at es al w ays do. They w i l l  act  on an
i nt er nat i onal —bet w een nat i onal  gover n-
ment s—basi s and not  a gl obal  basi s. I s
t he IMF bad? No. Some of  my best  f r i ends
w or k at  t he IMF. They ar e t al ent ed, com-
pet ent  peopl e. But  t he w or l d w e need f or
t he 21s t  cent ur y i s  a gl obal , not  an
i nt er nat i onal , economy. ■
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I
n a w or l d of  mobi l e fi nanci al  capi t al ,
t he t hr eat  of  fi nanci al  c r i ses  w i l l
al w ays be w i t h us. As i nt er nat i onal
i nv es t or s  d i v er s i f y  t he i r  w eal t h
acr oss nat i onal  boundar i es, t he di s-

t i nct i on bet w een domest i c and f or ei gn
i nvest or s w i l l  become meani ngl ess. The
i nv es t o r s ,  t hough ,  w i l l  us e
di ver si fi cat i on and i ndexed f unds r at her
t han goi ng t o t he t r oubl e of  l ear ni ng
about  t he count r i es i n w hi ch t hey i nvest .
They w i l l  al so r eact  st r ongl y t o new s.
They w i l l  “ t ake t hei r  money and r un” —
f r om one count r y t o anot her . As a r esul t ,
t he t hr eat  of  a r un agai nst  a count r y’s
cur r ency w i l l  r emai n subst ant i al .

Domest i cal l y, most  count r i es t r y t o
cont r ol  t he r i sks of  bank r uns t hr ough a
syst em i n w hi ch t he cent r al  bank oper -
at es as a l ender  of  l ast  r esor t , i n combi -
nat i on w i t h a sy s t em  of  pr udent i al
super vi si on and r egul at i on. The IMF can-
not  be pl aced i n t he posi t i on of  pr ovi di ng
unpr ecedent ed r esour ces t o count r i es
t hr eat ened by a r un on t hei r  cur r ency
w hen i t  has no w ay of  over seei ng t hei r
fi nanci al  i nst i t ut i ons and ensur i ng t hat
t hei r  banks have pr udent  pol i c i es f or
managi ng r i sks. Such open- ended com-

mi t ment s ar e nei t her  cr edi bl e nor  desi r -
abl e.

But  l eavi ng t hi ngs t o t he mar ket  seems
equal l y  unt enabl e. I t  i s r easonabl e t o
st and asi de f r om a mar ket  cr i si s w hen
t he onl y par t i es at  r i sk ar e w i l l i ng par -
t i ci pant s, but  t hat  i s  t r ue nei t her  of
bank r uns nor  of  cur r ency cr i ses, w hose
cost s ar e l ar ge bot h f or  ot her s w i t hi n
t he af f ect ed count r y and f or  t r adi ng
par t ner s. We can’ t  j ust  say, “ We w on’ t  do
i t .”  The i nt er nat i onal  communi t y has t o
addr ess t he pr obl em, no mat t er  how  di f -
f i cul t  i t  may be.

But  t he devel opi ng count r i es shoul d
not  w ai t  f or  t he sol ut i on t o come f r om
t he IMF. They shoul d al so r eassess t hei r
ow n pol i cy opt i ons. They have been ur ged
by t he i nt er nat i onal  communi t y t o open
t hei r  fi nanci al  mar ket s as a means of
maki ng gr eat  ef f i ci ency gai ns. But  t he
i nt er nat i onal  c om m uni t y  has  s how n
i nsuf f i c i ent  concer n f or  t he need f or
devel opi ng count r i es t o cr eat e st r ong
domest i c fi nanci al  syst ems bef or e mov-
i ng t o f ul l  capi t al  mobi l i t y. The hi ghl y
t out ed ef f i ci ency gai ns made i n Asi a i n
past  year s, af t er  al l , have been vi r t ual l y
w i ped out  by t he cur r ent  cr i si s.

I n par t , fi nanci al  openness i n devel op-
i ng count r i es  may  r equi r e a gr eat er
emphas i s  on mar ket s  as  opposed t o
banks. Though banks ar e of t en r egar ded
as bei ng bet t er  at  pr ovi di ng fi nanci al
i nt er medi at i on ser v i ces i n t he i ni t i al
st ages of  a count r y’s devel opment , w el l -
f unc t i oni ng mar ket s  pr ov i de a m or e
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ef f ect i ve r i sk- shar i ng mechani sm. The
exi st ence of  mar ket s al so means t hat  a
bank r un w i l l  not  i mmedi at el y t r ansl at e
i nt o a cur r ency cr i si s si mpl y because
t her e ar e so f ew  domest i c opt i ons. A
st r ong fi nanci al  syst em, how ever , cannot
be bui l t  over ni ght .

A s  an i nt er i m  pol i c y ,  dev el opi ng
count r i es  coul d hol d l ar ger  r eser ves  t o
pr ot ec t  t hemsel ves  agai nst  a cur r ency
r un,  t hough l ar ge r es er v e ho l d i ngs
el i m i nat e much of  t he advant age of
capi t al  fl ow s  t o r eci pi ent  count r i es .
Devel opi ng count r i es coul d al so cont r ol
some of  t he r i sks  of  a cur r ency  cr i s i s
by  f ol l ow i ng t he l ead of  Chi l e i n moni -
t or i ng and r egul at i ng t he net  cur r ency
exposur e of  i t s  fi nanci al  i ns t i t ut i ons
and w i t h m eas ur es  t hat  di s c our age
s hor t - t er m  bor r ow i ng f r om  abr oad.
Whi l e i t  has  no s i gni fi cant  r es t r i c t i ons
on capi t al  out fl ow s, Chi l e i s  car ef ul  t o
l i mi t  t he compos i t i on of  t he i nfl ow s. I t
has enf or ced a one- year  hol di ng per i od
on f or ei gn por t f ol i o capi t al  and di r ect
i nvest ment  and a 30  per cent  r eser ve
r equi r ement  agai nst  shor t - t er m bank
l i abi l i t i es  t o f or ei gner s . These con-
t r ol s have ef f ect i vel y l i m i t ed Chi l e’ s
f or ei gn exposur e w i t hout  di scour agi ng
l onger - t er m capi t al  i nfl ow s. Chi l e has
al so used a t i ght  fi scal  pol i cy t o r ec-
onci l e i t s  need f or  r est r ai nt  on domes-
t i c  demand w i t h a desi r e t o avoi d t he
hi gh i nt er est  r at es t hat  w oul d at t r act
f or ei gn capi t al . ■
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